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We point out a simple equities trading strategy that allows a sufficiently large, market-neutral,
quantitative hedge fund to achieve outsized returns while simultaneously contributing significantly
to increasing global wealth inequality. Overnight and intraday return distributions in major equity
indices in the United States, Canada, France, Germany, and Japan suggest a few such firms have
been implementing this strategy successfully for more than twenty-five years.
I. PROFIT
The Strategy [1] is very simple: construct a large, suit-
ably leveraged, market-neutral equity portfolio and then
systematically expand it in the morning and contract it
in the afternoon, day after day.
The Strategy works because your trading will, on av-
erage, move prices in a direction that nets you mark-to-
market gains. Bid-ask spreads are wider and depths are
thinner near market open than near market close [2], so
aggressive trades early in the trading day move prices
more than equally sized aggressive trades later in the
day [3]. An intraday round trip – e.g., aggressively buy-
ing in the morning and selling in the afternoon – thus
nudges the market’s midprice in the direction of your
morning trading. A reasonable level of daily round-trip
trading [11] combined with a sufficiently large portfolio
will therefore produce expected mark-to-market gains ex-
ceeding the expected cost of your daily round-trip trad-
ing [12].
The availability of the Strategy of course depends on
the practical threshold for “sufficiently large.” The only
publicly available estimate of “sufficiently large” [1] sug-
gests the Strategy is available to institutions with roughly
one billion dollars of available capital.
A few things should be kept in mind when running the
Strategy.
The Strategy is illegal. The spirit of the Strategy is un-
questionably market manipulation, so regulators can shut
you down and impose penalties if they wish. Separately,
taking money from outside investors without disclosing
any ongoing or previous material use of the Strategy is
fraud [13].
You are unlikely to be caught. Exposing Bernard Mad-
off’s fraud [14] merely required the United States Securi-
ties and Exchange Commission (SEC) to check whether
Madoff had the money he claimed (he didn’t) or was do-
ing the trades he claimed (he wasn’t). The SEC did nei-
ther. More recently and relevantly, we have been warn-
ing the SEC about the Strategy continually for years [1].
This is the level of policing you can expect.
If other market participants are already following the
Strategy, it is helpful if you can approximately align
your portfolio with theirs. This allows you to benefit
from their round-trip trading, sharing the trading costs
of marking up all of your books. If explicitly telling each
other your portfolios seems too dangerous, there are ways
to make an intelligent guess.
Your actual trading can be quite complicated in detail
while retaining the general pattern of systematically ex-
panding your portfolio in the morning and contracting
it in the afternoon. Camouflaging your execution of the
Strategy in this way costs more but significantly reduces
your chances of getting caught.
The large bid-ask spread near market open and the
day-to-day uncertainty in your trading prevents other
market participants from fully arbing away the effect of
your daily round-trip trading by, for example, selling at
market open and buying at market close what you buy at
market open and sell at market close. The threat of such
activity does limit your daily price nudge to less than or
on the order of the spread near market open. This limit
enters the calculation of “sufficiently large” noted above.
You can execute the Strategy for a surprisingly long
time. Periodically raising additional capital allows you
to further expand your book in a manner creating addi-
tional mark-to-market gains. Slowly rotating your port-
folio prevents you from ever needing to push the price of
any particular stock to a patently absurd value.
You must ensure your execution of the Strategy ben-
efits many people, reducing the incentive for people (in-
cluding regulators) to look too closely. We explain how
to do this in Section II.
II. INCREASE WEALTH INEQUALITY
The key to the Strategy – the intraday round-trip trad-
ing that systematically nudges prices in your favor – is
also your key to increasing global wealth inequality.
Even with a generally market-neutral book, your daily
round-trip trading can create a drift in prices in the over-
all stock market [15]. If this drift in prices is downward,
people will be angry, there will be congressional hear-
ings, and you will be discovered quickly. If the drift in
prices is upward, people will be happy, there will be no
congressional hearings, and you can run the Strategy for
decades. Make sure the drift in prices is upward.
The importance of this upward drift in overall prices
is hard to overstate, as it grants you near immunity to
serious investigation. The key to any successful fraud
is ensuring that anyone who knows enough to complain
knows he is better off not complaining. In this respect,
the incentives created by the Strategy are impressive.
The money you lose on each of your daily round-trip
trades (considered in isolation) feeds market makers. You
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Overnight and Intraday Returns to Major Stock Market Indices
FIG. 1: Cumulative overnight (blue curve) and intraday (green curve) returns to six major stock market indices over the past
twenty-five years. The overnight (blue) curve cumulates returns from market close to the next day’s market open. The intraday
(green) curve cumulates returns from market open to market close. The horizontal axis of each plot extends from January
1, 1993 to October 31, 2018. (Curves for the S&P 500 SPDR ETF, the iShares TSX 60 ETF, and the DAX start on the
first day for which data are available: January 29, 1993; October 4, 1999; and December 14, 1993, respectively.) The (linear)
vertical scale in each plot extends from a return of -100% (bottom of plot) through 0 (explicitly marked, at left) to the largest
cumulative overnight return achieved (top of plot). On each plot, the cumulative overnight and intraday returns on October
31, 2018 are explicitly marked, at right. The code used to make this figure is available at Ref. [4]. Data are publicly available
from Yahoo! Finance.
3pay a commission for the use of a service, often provided
by a large bank, that submits your order electronically
to the exchange. You pay a prime broker, again often a
large bank, to finance your positions. You pay a fee to
the exchange itself for each transaction. In the United
States, you pay a transaction fee that funds the SEC [16].
The mark-to-market gains resulting from your use of the
Strategy make money for your investors, and make you
enough money to liberally compensate your employees.
To summarize, you directly pay every single entity in
your immediate ecosystem that could conceivably have
the data and expertise required to expose your use of the
Strategy.
The incentives created by the Strategy outside your
immediate ecosystem are no less impressive. Every sin-
gle individual with money in the stock market will be
disinclined to believe the Strategy. The Strategy is
couched in the language of the price impact of orders,
the quantitative details of which are not well understood
by economists, and a topic on which the most active aca-
demic research is pursued primarily by a small group of
former physicists [17]. The question of how individual
orders determine long-term prices remains publicly un-
resolved (although it has long been a solved problem in
certain private circles), adding additional confusion to
any public discussion (including the threshold of “suffi-
ciently large” in Section I). Absent public clarity on this
issue, the notion that a single market participant could
profitably use the Strategy to affect overall stock mar-
ket prices is prima facie absurd [18], and few individual
journalists will have the time, technical skill, and desire
to probe further. If any do, their efforts will be blocked
further up their chain of command [19].
Your round-trip trading may leave traceable footprints
in trading records and return patterns. These footprints
need not be as obvious as Figure 1, which shows cu-
mulative overnight and intraday returns over the past
25 years in six major stock market indices: the S&P 500
index and the NASDAQ Composite index in the United
States, Canada’s TSX 60, France’s CAC 40, Germany’s
DAX, and Japan’s Nikkei 225 [20]. The return pattern
in the S&P 500 index was first pointed out over a decade
ago [5]. Similar return patterns have been identified in
major indices of other developed countries [6]. The only
plausible explanation so far advanced for the highly sus-
picious return patterns in Figure 1 is someone using the
Strategy [1] [21].
If you choose to execute the Strategy, Figure 1 suggests
you will be joining other firms who have been employing
it successfully for over twenty-five years. The identity of
these other firms is not for us to say, but the strikingly
consistent nature of the plots in Figure 1 suggests firms
whose trading is algorithmic [5] [22]. It is therefore rea-
sonable to guess that the firms whose trading is primar-
ily responsible for Figure 1 are (i) quantitative trading
firms that (ii) have been around since 1993 (iii) trading
in volumes large enough to cause Figure 1 and (iv) with
portfolios large enough to benefit from the Strategy. The
list of firms satisfying these criteria is not long.
We wish to emphasize again the extraordinary power
and pervasiveness of the broad incentives created by
proper use of the Strategy. This is no conspiracy, where
many people have malicious intent. Nobody beyond your
inner circle need have any malicious intent; the ability of
any individual to call you out is naturally balanced by
his financial incentives to remain silent; and any indi-
vidual headstrong enough to complain is unlikely to find
a receptive ear. As with Madoff’s fraud, the incentive
structure here is masterful, even if it is more stumbled
upon than designed.
Returning to the main point of this section, the man-
ner in which you can significantly increase global wealth
inequality should now be clear. The Strategy, executed
systematically and unchecked over a period of years, can
systematically inflate an asset bubble. In the United
States, artificially doubling the price of publicly traded
stocks creates over ten trillion dollars out of thin air, dis-
tributing it roughly in proportion to the wealth people
already have. Knock-on effects probably further amplify
this direct effect [23]. In countries with well-developed
public markets, such as those named in Figure 1, the
ability to inflate a large asset bubble can thus overcome
the most egalitarian system of social policies. Even if
your country suddenly embraces a number of policies de-
signed to reduce wealth inequality [24], your ability to
inflate a sufficiently large asset bubble can ensure the con-
tinued increase of wealth inequality within your country
and make your country still wealthier than those lack-
ing the large, well-developed public markets required for
the Strategy. With respect to wealth inequality, the abil-
ity to inflate a bubble in a large market trumps almost
everything else [25].
III. HAVE FUN
If you or your institution has a billion dollars and
want to make money while meaningfully increasing global
wealth inequality, we hope you find the Strategy useful.
Have fun.
Alternatively, if you would like to know whose trad-
ing caused the highly suspicious return patterns shown
in Figure 1, you can send your local financial regulator
a polite email asking if they would please take a look.
Appropriate email addresses are provided in Table I. If
the cause of the highly suspicious return patterns in Fig-
ure 1 is what we think, emailing your financial regulator
is the easiest and most effective single thing you can do
to combat increasing global wealth inequality.
4Country Regulator Webpage Email
Canada CSA https://securities-administrators.ca csa-acvm-secretariat@acvm-csa.ca
France AMF https://amf-france.org directiondelacommunication@amf-france.org
Germany BaFin http://bafin.de poststelle@bafin.de
Japan FSA http://www.fsa.go.jp equestion@fsa.go.jp
United States SEC http://sec.gov chairmanoffice@sec.gov
TABLE I: Contact information for the regulators who should be able to definitively determine whose trading caused the highly
suspicious return patterns (shown in Figure 1) in the stock markets they oversee.
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narily messy problem, this is as close to a magic bullet
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